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Via Facsimile and Overnight Delivery

July 18, 2003

The Honorable Ann M. Veneman
Secretary) U.S. Pepartmenl of Agriculture
c/o Docket Clerk
AMS Fruit and Vegetable Programs
MarJceting Order Administratio1l Branch
USDA Mail Stop 0237
1400 Independence Ave. SW
Washington, DC 20250-0201

Dear Madam Secretary:

Anheuser-Busch Inc. ("Anl1euser-Bu9Ch") welcomes the opportunity to comment on the
proposed I-lop Marlceting Order, Public comments were solicited in AMS notice 156-03, dated
July 1, 2003.

With gross sales exceeding $15 billion in 2002 and over 23,000 full-time employees,
Anheuser-Busch is the world's largest brewer. It operates 14 breweries, 12 of which are in the
United States and two ovcrseas. The Company currently offers United States consumers
approximately 30 beers, including the B\.\dweiser and Michelob families of beer, as well as a
variety of specialty beers. Anheuser-Busch is also the largest hop pl\rchaser in tJ1e United States,
pL~rchasing approximately 16 percent of the total u.s. hop production. For this reason,
Anheuser-Busch has a direct interest in a tl1riving, vibrant hop market~a mar]cet that encourages
private farmers to produce hops, and rewards them economica]]y for doing so. As a significant
grower of hops, Allheuser-Busch also has a lceen understanding of the economics of hop growing
fl.S well as the iSSl\eS facing hop producers, and wishes to encourage policies that will alleviate
problems and improve the ecol1omics of hop production for fa11I1s cfall sizes.

I can personally assure you that the coluinued, long-ternl economic well-being of hop
growers is a vital interest to our company. We rely on these growers, and strongly support their
economic success. We are thllS committed to work with USDA, this Adlninistration, and the
growers directly, to find workable and sensible ways to promote and improve the growers'
financial fortunes. Anheuser-Busch believes that mandating a 11ew government cartel, however.
is not the answer,
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In general, AJlheuser-l3usch believes that free enterprise and free trade are the only way
to allocate resources efficiently, which is why they are the prevailing policies of the United
States, this Administration and USDA. Marketing orders, in contra$t~ involve government-
mandated supply cartels that create si~ificant inefficiencies and market disruptions. Past hop
marketing orders have categorically failed, and there is no reason to believe that a new order
would work any better; in fact, there is every reaSOn to anticipate that a new marketing order wil]
not impose equilibrium on the global market for hops. A new cartel would, however, severely
frustrate conn.actual arrangements tl1at serve the interests of producers and growers alike.

Significantly, Anheuser-Busch believes that a new hop order limiting and allocating
production would also directly contradict u.s. international trade policy, a.nd this
Administration's efforts to opel1 up foreign markets to U.S. agric\.Jlt\.lral exports by encouraging
other countries and regions -particularly Europe -to adopt free marlcet agricult\.1raJ refonns.
Anheuser-Busch frankly believes that implementation of the proposed order would give the
E\.lropean Union all eXalT1pte of American agriculuu-al s\.Jbsidies to use aga.inst the United States,
while shifting hop plJfChases to European producers.

With regard to the precise issue posed in AMS' July 1 notice, Anheuser-B\lsch feels that
any discussion of the specifics of an allotment system is premature. Focusing on fine-tuning the
specifics of an allotment distributio11 under a marketing order presllpposes that a marketing order
is the best method for dealing with the structural economic forces that have created an
oversupply of hops. Anheuser-Busch believes that such a S\lpposiiion is incorrect. For this
reason, rather than making sllggestions for fine-tuuil1g a flawed approach to the problems faced
by hop producers, Anheuser-Busch writes to express its strong opposition to the proposed
marketing order altogether. Our primary reasons for opposing the marketing or4er follow.

J. Tile Propo,s'ed Order Reflects a Failure to Learn /tOln the Past

The proposed marketing order would be the fourth attempt since 193 B to correct
problems of oversupply in the hop industry tl1fough restraints on distribution. The three previous
marlceting ofQerS were all temlinated becRllSe tI1ey failed to achieve their desired objectives, The
most recent marketing order was ill effect starting in 1966 and was tern1inated in 1986. After
seeing the disastrous effect it had on the hop industry, the Secretary of Agriculture terminated it
altogether, explaining that it "did not fullction to correct the marl,eting conditions in a time of
declining market demand. ..[and had] not fW1ctioned so as to be responsive to changing marl,et
conditions. .." The Secretary concluded that it was completely "unable to adjust supply, even
with its allotment provi.5'ions, to meet actllal market needs," Federal .Register, Vol. SOt No, 126,
.huy 1, 1985 (emphasis added).

The proposed marketing order is functionally indistinguishable from the order terminated
by the Secretary in 1986. Like the previous order) the proposed order estab1ishes a Hop
Administrative Committee) fI,11d empowers the Secretary of Agriculture to establish a salable
quantity and allotment base. Similarly, it contains a 'fbona fide effort" req\.urement. and again
a11ows hop farmers to transfer their allonnent base. Though it may differ in a few minor
respects, it is es~entirnly a milTor hnage of the failed orders of the pastt and will have the same
negatjve side-effects: creation of a barrier of entry faT new participants, inabi lity to match
supply with demand) and the development of a secondary m~~rket in allotment base.
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There is no reason to believe that yet another marketing order will solve the prob1ems in the hop
industry. In fact, there is every reason to believc that this order wi" be as disastrous as the
previous order, in spite of W1Y industry-sponsored tinkering with the allotment provision.

2.

Tilt! Proposed Order Woliid Be Col'trary to the Free Market SJlstem and International
Trade Policies Advocated by the Bush Adml"istrlltlon

It Is undisputed that the propos~d order woulli, once again, estab1ish a govenunent-
mandated hop cartel. This would run counter to this Administration's recently stated agricultural
policy that recognizes that "the marketplace is the best g1.1ide for allocating resources and
provides the most objective reward for efficicncy and good management." 'United States Dept.
of Agriculture, Food and Ag;ricu1tural Polic~-Tal{ing Stock for the N~~ ~eDtyrY, at S1
(Government Printing Office 2003). Rather than letting the free market system dictate supply
and demand, this would be an attempt to micromana.ge the nation)s hop supply by creating an
artificially high price of hops. The net result of the order would be a transfer of wealth from the
most efficient hop prod1.1cers to the less efficient ones, as well as to European hop producers.

The proposed order would also contravene our international trade policy agenda. The
United States has long advocated tllat its trade partners, such as the European countries, move
away from the govel11mCnt slLbsidy and quota progran1s of the past, and allow the free market
system to enSLl.Te that supply meets demand. For the United States to adopt, on the domestic
front, the same poljcies that it is discouraging in the international arena, such as in the European
Union) would substantially undermine both our credibility as well as our negotiatulg position.

3.

The Proposed Order Wo"ld Divert Sourci',C to Foreign Prod"cers
and Shift Jobs Overseas

Wllile a marketing order may yield an initiaJ increase m rev en lies for hop producers by
restricting supply, any such gains would be completely offset by long-term losses. Only 25
percent of the world's hop supply is produced in the United States, demonstrating that there is a
world market fOT hops. Any marketing order reducing the supply of hops in the U.S. would
resliit in prodllcers in other cPlmtr1es increasing their prOdl.lction-precisely what happened
under the prior marketing or(:jers. Acreage in the United States, and the associated jobs, would
be diverted to foreign countries that produce and export hops, such as Germany. In fact, the
Czech Republic. which exports hops, cunently el1joys duty-free access to the U.s. market under
tl1e Generalized System of Preferences , !n short, the real beneficiaries of the proposed marketing
order woulc! be foreign hop producers-who would not be subject to this marketing order. The
losers would primarily be U.S. agricultura1 workers.
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4.

The Proposed Order Would Divert Resources to Unproductive Activities Involving
Monitoring and En/orce",e"t Dftlle Order, ""d Inevituble Litigatiol,

The proposed order wolud dive11 the reSOltrces of hop prodLlcers away from the efficient
production of hops, and wOl.lld cause them to spend time monitoring and enforcing the order. and
litigating over it. The previous hop marketing order, as wet] as marketing orders invo1ving other
agricultural products, spawned 1itigation by parties abiding by the order against those they
perceived to be evading it. The proposed order is also likely to cause litigation by growers who
do not receive a requested increase in their allotment by the Hop A4ministrative Committee, as
well as by growers whose allotment base is decreased by the Committee.

Furthernlore. base allotments \1nder the proposed marketing order wo\ud be ba~ed on the
amo\mt of alpha acid~ contained i11 hops produced 11istorically. However, alpha acid content is
not precisely meaB1.~rable, and official records are not compiled, suggesting thn.t there may also be
futme litigation regarding the fairness of allotments assigned with regard to alpha acid content.
Accordingly, the implementation of a mn.rlceting order would cause hop manufacturers-as well
a~ the Depar1.ment of Agriculture--to divert both time and resources in monitoring and enforcing
the order. Another factor is tJtat many brewers, including Anl1el.lSer-Busch, contract for certain
varieties of hops required for beer formulation and do not purchase strictly on alpha acid content.

s. Hops Grown under COIl tracts are Profitable

Finally, hops grOW11 under contract (generally, aroma hops grown primarily for
Anheuser-Busch) have historically, an£! are stiJl today, profitable fOf U,S, growers. The order
will not help those producers whose hops are not grown under conLTf}ct, and may hurt those
producers with COllu'acts because of hop purchases shifting to Europeal1 producers due to market
distortions. Under these CirCl~1l15tances, tile proposed order will not achieve the objectives of the
Agricultural Marketing Agreement Act of 1937, including the proJnotion of "parity prices."

While Anheuser-Busch is sympathetic to the changing market Col1dition5 affecting hop
prOdtlCerS, and is also affected by them, it is concerned t11at the proposal of a marketing order
micromanaging the nation's supply of hop would ham1 the interests ofbrewcrs and consumers
while failing to improve the sihlation of the very producers it is designed to benefit.
Accordingly, rather than providing suggestions on how to fine-tune an allotment system,
Anheuser-Busch expresses its most strenuous opposition to any fonn of a marketing order based
upon the injllry it would cause all market players-growers, brewers, and consumers. We do not
understand how the proposed hop marketing order, a cartel approach, can possibly be reconciled
with this Country's -and this Administration's -economic, agricultural and international trade
philosophie~ and policies.
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LJ.

We would be happy to provide you with any further information, or discuss our
comments in person. We also look forwar4 to offering our testimony at any heanl1g scheduled to
discuss the advisability of the proposed marketing order.

Sincerely,

;~~~~
cc: Ron. Joshua B. Bolten,

Director, Officc of Management and Budget
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